Tr: V'uspartatlon COmmlsslon
onim' In ty, Trade and

" In.compliance. with . ~ -
o Engrossed scrbsﬂww »senate Bill assa

,,,,,,

December 31, 1998




Electricity System Study ESSB 6560

3. Strategies to Minimize Electric Service Costs

Strategies to minimize electric service costs are grouped in the same categories as
trends affecting electric service costs: wholesale market, retail market, supply
adequacy and reliability, environment, technology, and fuel cost. Stakeholder com-
ments on the first draft of this report revealed a tension between maintaining desir-
able characteristics of the existing system and a desire to respond to changes in the
market that may render existing policies and strategies ineffective. Discussion of
strategnes does not |mp|y that any change is recommended or endorsed.

‘ESSB 6560 i scall . .retail , ,
the evidence concemlng the effects of market structure on costs is mconclusrve
Some strategies may help minimize costs in the presence of competitive pressure ®
by: 1) reinforcing the connection between Washington customers and low-cost
resources; 2) mitigating incentives to either shift or increase total costs; and 3)

removing barriers to efficient market operation.

The likelihood of supply and capacity shortages in the Northwest in the winter is

growing. These shortages may occur under adverse hydropower:conditions, due to Y
power demands that exceed the region’s combined capability to generate and

import power. The prospect of shortfalls is exacerbated by market uncertainty.

Utilities may be increasingly reluctant to develop and execute plans to meet future

loads reliably when tho a ?pewsen(ed, by other power suppliers. Other

resource developers may dlso face” ‘Sbstacles associated with ‘uncertainty.

Potentlal strategies to reduoe envnronmental costs of electric servicé.are described
f u¥ ‘ %ateggga‘i‘é je; and aligning competi-

nergy@pnces may ‘decreas® o inci ‘”"I%stsq. sdepending ori:whether the
value of the resulting environmental i the cost of the measures
. undertaken. Some strategies, includi s *éffeétiVe“‘energy‘efﬁcfeﬁcy may re-
duce both economic costs and environmental costs of electric service.

New and developing energy technologies hold significant promise for reducing
electric service costs. Private firms, the federal Department of Energy, universities,
national laboratories, and other research institutions are typically the leaders in
energy technology development. However, theetetei‘&an‘ﬁayf a“supporting role
through policy initigtives: and technology.development pay nerships. - Periodic tech-
nology assessments may help to ndentlfy needs and oppo unities.
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2.3 Supply Adequacy and Reliability

Recent analyses of the Northwest's power system loads and resources : indicate that
'in some months, the demand for electricity could exceed the region’s current ability
to generate and import power to meet regional loads: “This analysis was ‘presented
in the Bonneville Power Administration’s “White Book.” This issue is addressed as
a reliability concern in-Section 8. However, it is also a trend that may affect electric
service costs, insofar as the means chosen to ensure supply adequacy and rellabll-
ity may affect the cost of service.

‘Figure 2.5 provides a simplified view of the issue that was presented to the North-
west Power Planning Council. It shows the monthly regional deficits (current re- -
sources minus projected loads) that would occur in February with extremely adverse
hydro conditions:as represented by the conditions.that existed in-1937.. The bottom
line’depicts:the region’s power generation shortfall under such cendmons The top
line depicts the approximate transfer.capability of th Nerth-South intertie, the main
source of imported power. lts capability-decreases.w| as a result of Ioad
~growth in the Northwest, which affects the ability to-move power. from south to. north
on the intertie..The growing-gap between:the-two. Imes depicts the size of the
deficits the region would experience under. these v ryaduers er condmone A
similar but somewhat more severe problem exists when considering the abjhty te
.meet sustained peak loads. Those are the average loads during the peak ten hours
per day for a five day work-week D, ‘nd gener—
atmg capablhty may decrease due to ext:eme weather condi
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Figure 2.5 Regional February Deficits

Regional February Deficits
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“The representatlon 6f the problem ‘shown'in Flgure 2 5 is snmphfied in'many re-

"-spects One of the most lmportant is that it:dogs not reflect:-the effects.of year.to
\year ‘monith'to month vanéﬁans in hydroconditions:” The Columbia: River System
caninot store’the fullannual runoff 6f the basin ‘and:the flexibility to use existing. .

‘ storage t6 maximize power-production is‘inereasingly:limited. The.difference in the
hydro system s‘power e“apabtlity fromithe driest'to. the'wettest years is as much-as
'8000 ‘average megawatts. " Thesewnattons affect the probabtllty that we will actu-
ally experiénce deficits in ‘

'f'To begln to assess the pro
looked at how frequ
each of the winter months (December January ani ebruary) basedmn the 50
water years in the historical record (1929-1978). This analysis was done for three
different future operating years, assuming current regional resources and medium
load growth. This is shown in Figure 2.6.
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“This figure indicates that for the 1999-2000 operating year, the likelihood of deficits
in February is about 15 percent. By 2010-11, however, the likelihood of a deficit for
December grows to roughly 50%. These deficits have been forecast for a few years
now. But the magnitudes are increasing and the time available in which to take
actions to avert a shortfall is becoming more limited.

In its preliminary look at this issue, the Northwest Power Planning Council reports

. that addressing these shortages is complicated by the changing nature of the utility
industry. When utilities were less subject to competition, they acquired assets to
provide an industry-standard level of reliability, including reserve generation and a
robust transmission and distribution system. Regulators allowed investor-owned
utilities to recover the cost of those assets in rates, even when some of those
assets would be used very infrequently and cause increases in rates. With the
prospect of competition, many utilities may be reluctant to include in their rates the

~ cost of acquiring sufficient resources to serve loads that may have no obligation to
remain on their system. To the extent that they are planning to meet future load
growth, utilities increasingly rely on power purchases rather than constructing their
own generation. Under the 1980 Regional Power Act, BPA has primary responsibil-
ity for meeting new regional loads when requested. However, many BPA customers
no longer rely exclusively on BPA, and others question whether this is an appropri-
ate role for a federal agency. ‘

Additionally, a growing number of power suppliers are not regulated utilities but
marketers or brokers who buy and sell power on the wholesale market without
necessarily owning resources. Or they may be independent power producers
without a captive customer base that assures them recovery of their fixed costs.
Some utilities are selling off their generating assets. The resuit of these trends is
increased risk for companies that acquire new generating resources.
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This market risk may be compounded. by the.uncertainty associated with «ﬂuctuatmg
output of the hydropower. system Developers. ‘ave.neither a stable market for the
output of their resources, nor.a guarantee that- water ceﬂdttions will be sufficiently
unfavorable that their output is needed in any given r year. This means that
they may have to.recover the costs of developing new ces over relatwely :
short and highly unpredictable schedules of -operation e Northwest Powet
Planning Council has initiated an analysis to determine:-1) Whether exustmg market
incentives are sufficient to bring about the development of new resources (genera-
tion, transmission or demand snde) a&d 2) If market i ince ives are not adequate
what alternatives are there ; ; est a te, reliable ipoﬁyer
supply? s
The issue of generation
Section 8.

cussed f’fuﬁher m
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